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MEMORANDUM 


Economic Viability of a Palestinian State 


2 eee ae some om as 4, a om, 


Sumnary 


An autonomous Palestinian state consisting of the 

West Bank and Gaza Strip would be unable to maintain 

current living standards without subsidies of from 

$50 to $100 million annually from Arab States and 

continued close economic links with Israel. Given 

these conditions, esonemic development would quiche: 

but the area lacks the basie human and natural resources 
ee tO becone econemically selfesuffiedent as an independent 

state for a considerable period of time. 


Real per capita income in the “est 


{ Pank and Gaza 
has more than doubled since 1967 larcely because of 
economic ties with Israel. Most sienilicsunt are the 
40,000 Palestinians employed in the labor-short Israeli 
cconomy, the stimulus provided minor manufacturing by 
subcontracting work for Israeli firms, and the Israeli 


market for surplus agricult'ral products. 


A Palestinian state with access to Arab money could 
Snitiate work on infrastructure projects and finance 
the expansion of covernmental and educational services. 
But without an Israeli market for labor ane qoods, a 
new Palestinian state would face a long period of boing 
on the Arab dole. 


The Koonomic Setting 


The Jordanian Weet Nank and Rayptian Gaza Strip 
together contain sbout 103 of tha land area occupicd by 
Isracl in the 1967 war and more than a million 
Palestinians, about 903 of the pcepulation of the 
territories (sce the Table below). On the test Bank, 
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before the war, eee contributed nearly 40% of 
gross national produgt (GNP) and employed 60% of the 
luboxy force, Except for grain, the west Bank was 
generelly selteretsitecent in fowl nresuetions industry 
consisted alinnnt reir alos waver ales atid sisal 
plants processing simple consumer gouds. 


The Gaza Strip, under Egyptian military neninisteas 
tion, had rere agriculture or dducery tov-susctain fs 
mconornically Most of the residents were refugees and 
they were Sage: COUCELoRS CA ks United Nations Reise? 
and Works Agency (UNAWA} and the Eoyptian government fer 


their Liverihoes, 


Selectece Eeconanaie Statistios 


A RE 


West Bonk Gaza Seri: 
©) Land @rea (sgusre miles) 2,100 400 


Populeticen 657,000 390,000 
Of which refugees 290,000 320,608 


Estimated per enpita GN (1973) $350 $250 


Exports ¢& 
Exports to 


Imports frem is 
Imports froa reste 


. 
be Patines nese fudbatiet bibl itt ALAIN ll ii ORI asta id ill ll kine ete cna thane titnian te ss as 
- 


ee ” _) * ey eo me 2 
The “Nicacle” efor tercall Adwisjnteseien 
ee a’ es was 


oo The stimulus to indestsrial develonment in the terri- 
"tories pease Lace has cena fron acecss to the buoyans 
Isrocli efcnee’ ana cartieeleciv tech Israeli eubeastscesine 
to Arab firms. inv BeGitGon,. satis have. bheon- otiched io by 
the 70,009 residents Of tho Vest Hank and Caza -- about 
One-third of the total sora force of cach territory -- «ho 
are ciployed in isracl. 
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During the seven years under Isru¢li control, more 
than 50 new plants have been established on the West 
Bank and about 150 small workshops set up in Gaza. 

They produce a narrow range of consumer goods and sinple 
manufacturas. About 8% of the total Jabor force of Gana 
and the West Bank is employed in industry. Despite a 
shortage of arable land and water, crops responsive to 
loca), demands have been developed and citrus creps for 
export have been pushed. West Bank agriculture produced 
crops valued at $95 million in the 1972/73 crop year 


wt cree ee 


br wen a eo Skee 


with citrus and other fruit and vegetable erons 
necounting for over 503. Agricultural production in 
- the Gaza Strip was valued at $46 million in the 1972/73 


crop year with fruits and vegetables representing three« 
quarters of the total. 


i 
' 
! 
| Agricultural and industrial products not consumed 
\ locally are for the most part exported to Israci, wit 
| , much of the citrus rewexported to Western Europe, 
i Such sales, earnings from employment in Israc], and 
assistanca from Isracl and GORVA offset.the larre trade 
deficits of the territories (fee the Table below). Other 
than grain from the US and Western Eurcpe, most impert 
necds. (101, coment, fertilivers, rar ectton, sharna- 
couticols, machinery and euipnment, transpore vonicles, 
| and finished consumer goods) come fron Israel. 
| Basic Balance of Payments, 1973 
‘ ee Million Us _§$ 
. j s 
, Went Bank Gaza Strip 
Merchandise trade - 74 -39 
sKports 60 44 
- Imports “134 ~83 
Services - 35 “15 
Wages 86 52 
"| Transfers 35 31 
Apparent surplus 12 29 
| 
} 
i a 
; 
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Israeli and Arab Policies 


Israel has maintained a lew pr 

and the Gaza Strip hy using les#l re 

AU eae Only 800 of the 13, re 

administrative services in the west Ban 
in recent years are Isreeli. 


° 
Lea 


annual civil acma 
more than $10 mill 
in the Gaza Stzri: 


Excluding direct militery expenditures, Icreol's 
sigtration bill has been running slightly 
jon in the West Bank and $15 million 


4 


The Jordanian covernment and other Arab states have 
done nothing to stimulate cesnemiec interccurse oe Se 
West Bank and Gaza Strip since the Isracit Scssereesns 
Wrage has remained small. Inrports fron dordan, oor 
example, totaled cniy $4 millicn in 1073 and foliswing 
the recent Rabat conference Jordan stonged its minsr 
bubsidization of civil services salari¢cs en the west Bark. 
Keonomie Potential of an ingetendont feiee 

With water susplies searco, large amounts ef lend 
unsuitable for cultivation, ang raw materfals for 
Sndustry locking, cconemic seitssuiticliensy (eee Se 
Osffiseult to achieve. AS an incgepensont state, ceveloprens. 
would be contingent ont 

. Strict comtreis on the influx of Palestinian 
refucees from neiehboring states wile. Lessee 
some 1.2 million. 

* arab finarelal support for coverment orerations 
and econesic ce en on the oréer or $59 to 
$100 million 4 year. 

Povelonment at the outset sould bert Se el Perierd Lo 
Snfrastructure protects o- drricaiion, ciemir.c piecr, 
roads «= because ef the Linticd ccontmic Sase fer the 

7 BU 


expansion o 


Agriculture ais 
developtent. Prowse 
{nereafe output of cash crops, such as Wegetabic cs, melons, 


rye ny at 
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food-defieit Middle 
services and 


fruit, and olives, for 
Eastern neighbors. 
educational programs 


export to its 
Expanded extension 

bequn by Teracd. would be needed to 
improve yields while low-cost credit programs would have 
to Le implemented to encourage more widespread use of 


fertiliger, and other imputs. Inprovus 
storage facilities would be requires 
from farin to market 


farm wachinery, 
ments of roads and 
to Snellitatea the movement of goods 


The West Bank and Gaza Scrip have few natural 


xesourecs 40 Support industrial development. Raw terials 
consist mainly of rock, sand, and salt. The labor force 
ds trainable and, for the time being, still low-cost 


comparcd with Israe] and Western burope. Management skills, 
however, are dn short supply. Smal =seale industry wes 
handicrafts could be expanded to rising local demands, but 
the development of export industrics, such as food 
processing and toxtiles, would require not only capitel 
and technolegy but also the development of management and 
marketing chills The est tablishrent Of agsomblyesves 
industries woul de encounter many of the same mieblens. 
Like Isracl, industry ina Palestinian st G vouad pa 
womaterials or sonif 


4 
dependent on iinported re f. ho Siew esse eS 
a depencence which would inercease apace with industrisiizaticn. 


With its concentrated population, the Caza Strip has 
a long-term potential for lakor-intensive tight indestry, 
oriented for West Evropean and Isracli mariects. Develormens 
and upcrading of vort facilities in Gana could lead to the 
establishment of a duty-free manufacturing sone, 

The service sector offers the ereatent netential in 
the short run. The cempansien of lecal sdministrativc and 
planning bodies and the develersent of banking and 
crea: institutions would facilitate investrent and 
econ: CECEICTF ONL ANG Proevice an serestart siuece ot 
coployrent. Mouat Wrab administrators new provide only 
Gay-lo-day basic ftervaces, such as hanitaticn, road 
maintenance, and in some intlancen ciectric «atdiitien. 

The crtat lishment of a test Hank university and the 
expansion of other educational facilitics vould provide 
the besin for developing the vocational and profensiconal 


gkhills needed to upgrade the labor forec. 
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